368.122 
L72bhis 
1982 


ELEASE  RETURN 

State  of  Montana 


REPORT  TO  THE  LEGISLATURE 


Sunset  Audit 


6IATE  DOCUMfNTS  COLLECTION 

JUL  2  6  1982 


MONTANA  STATE  LIBRARY 

930  E  Lyndafe  Ave, 

Helena,  Montana  59601 

BOARD  OF  HAIL  INSURANCi 


The  1  977  Sunset  Law  terminates  the  Board  on 
July  1 ,  1  983.  This  review  provides  information 
to  assist  the  Legislature  in  mal<ing  the  decision 
to  continue  or  modify  the  Board. 


This  report  presents  1  4  areas  for  legislative  con- 
sideration (page  16)  including: 


^  Need  for  state  insurance. 

*■  Rate  determination. 

►  Adequacy  of  coverage. 

►  State  hail  insurance  information. 

►  Adjuster  status  and  compensation. 


81SS  ? 


Office  of  the  Legislative  Auditor 
Room  135,  State  Capitol 
Helena,  Montana  59620 


'io''\iy 


b 


MONTANA  STATE  LIBRARY 

S  351.7232  L72bhis  1982  C.1 

Report  to  Ihe  Legislature,  sunset  audit. 


STATE  OF  MONTANA 

Office  of  the  Legislative  Auditor 


3  0864  00039465  3 


STATE  CAPITOL 

HELENA,  MONTANA  59620 

406/449-3122 


JAMES  H.GILLETT.C. PA 

ACTING  LEGISLATIVE  AUDITOR 


March   1982 


JOHN  W.  NORTHEY 

STAFF  LEGALCOUNSEL 


The   Legislative  Audit  Committee 
of  the  Montana  State   Legislature: 

Herein  transmitted  is  our  sunset  performance  review  of  the 
Montana  Board  of  Hail  Insurance.  The  review  was  conducted  in 
response  to  the  1977  Sunset  Law,  which  terminates  the  board  on 
July   1,    1983. 

The  review  focused  upon  an  examination  of  board  operations. 
It  does  not  encompass  an  audit  of  the  board's  financial  transactions 
or  overall   compliance  with   state   laws. 

There  are  no  formal  recommendations  in  the  report  since  the 
responsibility  for  such  recommendations  lies  with  the  Audit  Committee, 
Nevertheless,  we  discussed  the  contents  of  the  report  with  a  num- 
ber of  individuals  and  organizations,  including  the  members  of  the 
Board  of  Hail  Insurance,  various  Montana  farm  organizations,  and 
commercial   hail    insurance   representatives. 

We  wish  to  express  our  appreciation  to  the  members  of  the 
board  and  to  the  director  of  the  Department  of  Agriculture  and  his 
staff  for  the  assistance  they  provided  during  the  review.  We  also 
wish  to  thank  the  members  of  the  agricultural  industry  and  the 
commercial    insurance   industry  for  assistance  they   gave   us. 

Respectfully  submitted, 


James    H.    Gillett,    CPA 
Acting    Legislative   Auditor 
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CHAPTER    I 
BACKGROUND 

This    sunset    performance    review    addresses    the    operation    of 
the    Montana    Board   of   Hail    Insurance   and    the   services    it   provides 
to  the  agricultural   industry  through   the  Department  of  Agriculture's 
Hail    Insurance   Unit. 
REPORT   OBJECTIVES 

The  1977  Legislature  passed  a  law,  commonly  referred  to  as 
the  "sunset  law,"  which  terminates  numerous  boards  and  agencies. 
The  sunset  law  terminates  the  Board  of  Hail  Insurance  on  July  1, 
1983.  The  Legislative  Audit  Committee  is  required  to  conduct  a 
performance  review  of  each  agency  terminated  by  the  sunset  law. 
The  performance  review  must  objectively  review  the  need  for  each 
board/agency  and  the  Legislative  Audit  Committee  must  offer 
recommendations    for    reestablishment,    modification,    or   termination. 

Using     the     information     contained     in     this     report,     and     that 
gathered    during   a    public   hearing,    the   commmittee  will   address  the 
issue   of  board   reestablishment  or  modification.      During  the  hearing 
process,    testimony  and  comments  will   be  heard  from  the  board/agency 
and   interested  members  of  the  public. 

In  defining  legislative  intent,  the  sunset  law  states  that  by 
requiring  periodic  evaluation  in  ihe  form  of  a  performance  review, 
the  Legislature  will  be  in  a  betler  position  to  insure  that  agencies 
and   programs  exist  only   to  be  responsive  to  state  residents'   needs. 


CHAPTER    II 
THE   BOARD  OF    HAIL    INSURANCE 
INTRODUCTION 


The  Board  of  Hail  Insurance  was  established  by  statute  in 
1917  because  hail  insurance  was  nol  available  in  some  Montana 
counties,  and  premiums  for  commercial  policies  seemed  excessive  in 
other  counties.  The  original  five-member  board  consisted  of  the 
State  Auditor,  the  Commissioner  of  Agriculture,  and  three  other 
members  appointed  by  the  Governor.  In  1923,  board  membership 
was  changed,  replacing  the  State  Auditor  with  the  State  Treasurer. 
The  Executive  Reorganization  Act  of  1971  transferred  the  board  to 
the  State  Auditor's  Office.  In  1973,  the  Legislature  allocated  the 
board  to  the  Department  of  Agriculture  for  administrative  purposes 
only.  In  1977  the  Legislature  placed  the  Office  of  the  State 
Treasurer  within  the  Department  of  Administration  and  transferred 
membership  on  the  Board  of  Hail  Insurance  back  to  the  State 
Auditor. 

BOARD   OPERATIONS 
Structure 

The  Board  of  Hail  Insurance  (hereafter  referred  to  as  the 
board)  consists  of  five  voting  members,  including  the  State  Auditor, 
the  director  of  the  Department  of  Agriculture,  who  is  the  secretary 
of  the  board,  and  thr^e  other  members  appointed  by  the  Governor 
from  names  submitted  by  farm  organizations.  These  appointments 
are  not  subject  to  senate  confirmation.  The  Governor  also  desig- 
nates one  of  the  appointed  members  as  chairman  of  the  board. 
Each  appointed  member  serves  a   Ihree-year  term. 


The    board    met    twice    during    each    of    fiscal    years    1979-80    and 
1980-81  .       The    appointed    board    members    receive    $25    per    day    plus 
expenses   as   provided   by   state   law. 
Staffing 

The  board  is  attached  for  administrative  purposes  to  the 
Department  of  Agriculture,  which  provides  support  to  the  board  in 
the  form  of  legal,  budgeting,  and  accounting  services.  The  board 
is  autonomous  with   respect   to  policymaking. 

The  Hail  Insurance  Unit,  which  carries  out  board  policies, 
has  a  staff  of  6.05  FTE.  The  Helena  office  staff  consists  of  a 
full-time  administrative  officer,  secretary,  and  office  clerk.  The 
additional  3.05  FTE  are  seasonal  employees  consisting  of  a  chief 
adjuster  and   twelve  other  adjusters. 

Because  hail  damage  and  the  related  need  for  adjusters  occur 
at  unpredictable  times,  the  board  has  adopted  a  special  policy  for 
the  payment  of  its  hail  adjusters  during  the  hail  season.  The 
board  believes  that  this  special  policy,  which  guarantees  the 
adjusters  a  fixed  number  of  hours,  regardless  of  actual  hours 
worked,    is   necessary  to  retain   the  adjusters. 

The  hail  season  runs  approximately  from  June  15  to  Septem- 
ber 15  of  each  year.  The  chief  adjuster  is  paid  for  fifteen  40-hour 
weeks  and  the  other  adjusters  are  paid  for  thirteen  40-hour  weeks, 
regardless  of  the  actual  work  hours  necessary  to  complete  hail  loss 
adjustments  assigned  by  the  Hail  Insurance  Unit.  All  adjusters  are 
paid  through  the  state  payroll  system  and  twelve  are  entitled  to  state 
employee  benefits.  The  other  adjuster  is  classified  as  an  indepen- 
dent contractor  with  a  written  contract.  All  adjusters  are  eligible 
for    travel     and     lodging     reimbursements    within     authorized     levels. 
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Adjusters    are    on    call    during    the    13-week    period    to    adjust 
losses   as   soon    as   possible  at  the  convenience  of  the  farmers  claim- 
ing   hail    damage.       Because    of    the    seasonal    nature   of   their   work, 
the    adjusters    are    generally    school     teachers    or    retired    persons. 
Funding 

Board  revenues  are  derived  from  hail  insurance  premiums  and 
from  interest  from  the  investment  of  hail  reserve  funds.  The 
premiums  are  collected  by  county  treasurers  from  farmers  partici- 
pating in  the  state  hail  insurance  program.  All  revenues  are 
deposited  in  the  Hail  Insurance  Agency  Account  which  is  the 
board's  hail  reserve  account.  The  board's  administrative  activities 
are  funded  by  appropriation  from  the  Hail  Insurance  Administration 
Earmarked  Revenue  Account.  The  funds  necessary  to  cover  these 
expenditures  are  transferred  to  the  earmarked  revenue  account 
from  the  hail   reserve. 

One  percent  of  the  gross  annual  premiums  collected  in  each 
county  is  paid  to  the  various  counties  as  a  reimbursement  for  the 
collection  and  remittance  of  the  premiums.  Two  percent  of  the 
gross  annual  premiums  collected  is  deposited  in  the  state  General 
Fund  as  reimbursement  for  services  provided  by  General  Fund 
agencies   to  the   Board  of  Hail    Insurance. 

Illustration  1  is  a  summary  of  the  board's  hail  reserve  finan- 
cial  activities  for  the   last   five  fiscal   years. 


HAIL  RESERVE  ACTIVITY 


Fiscal 

Premiums 

Investment 

Loss  Payments 

Year 

Collected 

Income 

and  Transfers^'*' 

Balance 

1980-81 

$1,275,160 

$326,743 

$1,734,587 

$3,697,767 

1979-80 

970,136 

292, 129 

431,258 

3,830,451 

1978-79 

913,611 

175,971 

1,292,336 

2,999,444 

1977-78 

910,417 

177,285 

366,683 

3,202,198 

\9ie-ii 

1,214,559 

137,067 

1,223,147 

2,481,179 

'''Includes   prior  year   and   other   adjustments. 

Source:      Compiled   by   the   Office   of   the   Legislative   Auditor    from  Mon- 
tana's  Financial    Reports. 

Illustration    1 


Illustration   2    is    a    summary    of    tine    board's    appropriations    and 
administrative  expenditures   for   the  last  five  fiscal   years. 

BOARD  APPROPR 1 ATIONS  AND  EXPENDITURES 

Amount  Transferred  to  the 
Fiscal  Earmarked  Revenue  Account 

Year   Appropriations   From   Hail  Reserve  Fund  Expenditures"   Balance 

1980-81  $120,056 

1979-80  115,535 

1978-79  115,478 

1977-78  104,223 

1976-77  102,357 

^Includes  prior  year  and  other  adjustments. 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from  Montana's 
Financial  Reports. 

1  I  I ustration  2 

BOARD   GOAL   AND   OBJECTIVES 

The    sunset    law    requires    each    agency    under    review    to   define 
its     goals     and    objectives.       The    board    defined    its    goal    as    being: 

--To  provide  protection  against  loss  by  hail  at  the  actual  cost 
of  the  risk  to  any  producer  of  agricultural  crops  produced  on 
Montana  farms  and    ranches   who  desire  such   protection. 


$120,056 

$119,719 

$  7,696 

111,112 

105,038 

7,359 

94,116 

114,193 

1,285 

88,259 

82,745 

21,362 

102,357 

88,222 

15,848 

Based    on     the    preceding    goal,     the    board    listed    its    objectives    as 
follows: 


--To  provide  the  maximum  dollar  protection  allowed  by  law, 
while  maintaining  the  financial   integrity  of  the  program. 

--To  provide  prompt,  fair  adjustment  of  loss  claims  reported  by 
producers. 

--To     provide     adequate     reserves     against     catastrophic     losses. 

--To  invest  reserves  to  insure  maximum  interest  in  a  sound, 
safe  program,  while  providing  flexibility  to  pay  loss  claims  of 
producers. 

--To  develop  concise  forms,  rules,  stipulations,  and  agreements 
that  are  easily   read   and   understood. 

--To  provide  for  the  variable  conditions  of  crop  production  in 
Montana. 

--To  work  with  the  County  Assessor  and  Treasurer  to  provide 
the  maximum  service  at  the  lowest  costs  for  the  benefit  of  the 
producer. 

--To  run  the  program  using  generally  accepted  accounting 
principles,  which  will  be  open  to  the  producer  and  the  public 
for  inspection  at  all   times. 

--To  provide  an  annual  report  to  be  sent  to  all  policyholders 
and  to  other  interested   parties. 

--To  maintain  a  competitive  hail  insurance  program  for  the 
benefit  of  the  Montana  grain   grower. 


BOARD    FUNCTIONS 

The    Board    of    Hail    Insurance's    main    functions    are    to   oversee 
the    operation    of    the    Hail    Insuf-ance    Unit,    determine    the    premiums 
for   state  hail    insurance,    and   represent  Montana  farmers. 
Premium   Rates 

The  board,  as  authorized  by  statute,  has  established  geo- 
graphical districts  within  Montana  for  the  purpose  of  assessing 
premiums  for  hail  insurance  protection  based  on  the  hail  losses 
experienced     in     each     district.        The     board     has    designated    each 
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county  as  one  district.  The  board  makes  no  further  breakdown 
based  on  hail  loss  experience  within  a  county  as  is  common  with 
commercial   carriers. 

The  rates  for  each  county  are  based  on  five  major  factors: 
past  loss  ratios,  current  premium  rates,  previous  year  loss  experi- 
ence, rates  in  surrounding  counties,  and  the  hail  reserve  balance. 
The  hail  unit  administrative  officer  annually  prepares  summaries  of 
state  hail  insurance  loss  experience  for  each  county  for  all  years 
since  the  board  was  created.  The  administrative  officer  divides 
the  average  loss  ratio  by  10  to  get  a  number  he  considers  reasonable 
for  determining  rate  amounts.  This  number  and  the  current  rate 
for  each  county  are  averaged  and  the  resulting  number  is  used  as 
a  basic  guide  for  each  county's   hail   insurance   rate. 

The  hail  unit  administrative  officer  provides  this  information 
to  the  board,  along  with  recommendations  for  rates  in  each  county 
based  on  the  previous  year's  loss,  rates  in  surrounding  counties, 
and  effect  on  the  hail  reserve  balance.  The  board,  with  the 
assistance  of  a  contracted  actuary,  reviews  this  information  and 
the  adequacy  of  the  hail    reserve  fund. 

Based  on  its  findings,  ihe  board  makes  necessary  premium 
rate  adjustments.  By  law,  the  board's  premiums  range  from  5  to 
10  percent  of  the  insurance  coverage  written  per  acre,  depending 
on  the  district.  For  example,  if  the  premimum  rate  is  6  percent 
for  $24  of  insurance  on  one  acre  of  non-irrigated  land,  then  the 
premium  is  .06  x  $24  or  $1.44  per  acre.  The  rates  for  grain  in 
effect  during  calendar  year  1981  are  shown  on  the  following  map. 
Rates  for  certain  special  crops  such  as  mustard  and  peas  vary 
from  the  shown   rates. 
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If,  at  the  end  of  the  hail  season,  the  board  determines  that 
more  hail  premium  revenue  is  being  collected  than  was  estimated 
when  the  premium  rates  were  set  and  is  in  excess  of  the  need  for 
the  paymenL  of  losses  and  expenses  and  maintenance  of  the  hail 
reserve,  the  board  has  authority  to  refund  the  excess  to  the 
farmers  insured  for  that  year  on  a  percentage  basis.  Since  1917, 
the  board  has  made  14  refunds  ranging  from  15  to  82  percent  of 
annual  premiums.  The  last  refund  was  in  1979  when  the  board 
refunded  15  percent  of  premiums  to  all  policyholders. 
Insurance  Policies 

Hail    insurance   policies   are    issued    by   county  assessors  to  any 
farmers   seeking   state  coverage  who  are  not  delinquent  on   premiums 
for     previous     policies.       The     policies     are    effective    for    one    hail 
season  and  a   new  policy  must  be  obtained  each   year.      The  following 
is    a    listing    of    state    hail    policies    issued    for    the    past    ten    years. 

STATE  HAIL  POLICIES  ISSUED 

Number  of 
Calendar  Year  Policies  Issued 

1981 
1980 
1979 
1978 
1977 
1976 
1975 
1974 
1973 
1972 

Source:   Board  of  Hail  Insurance 

Illustration  4 


2, 

,002 

1, 

,326 

1, 

,846 

2, 

,625 

2, 

,146 

2. 

,882 

3, 

,313 

3, 

,051 

2, 

,651 

2, 

,585 

According  to  the  hail  unit  staff,  the  decrease  in  policies  taken  out 
during  1979  and  1980  resulted  fcom  drought  conditions  in  Montana. 
Many  crops  were  not  of  sufficient  value  to  insure. 

The  premium  payments  are  generally  collected  through  the 
county  property  tax  structure  when  property  tax  payments  are 
collected.  If  payments  are  made  in  cash  at  the  time  the  policy  is 
taken  out,  the  farmers  receive  a  4  percent  discount  on  their 
premium.  Payments  are  collected  by  the  county  in  which  a  farmer 
has  state  hail  insurance  and  the  county  treasurers  forward  collec- 
tions to  the  State  Treasurer's  Office. 
Loss  Adjustment   Process 

In  order  to  collect  a  hail  loss  payment,  a  farmer  must  send  a 
completed  hail  loss  form  to  the  hail  unit  office  in  Helena.  The 
reported  loss  is  then  assigned  to  an  adjuster  by  the  chief  adjuster, 
who  coordinates  the  work  and  travel  of  ail  the  adjusters.  The 
following  is  a  summary  of  loss  claims  filed  against  state  hail  insur- 
ance policies  during   the  past  ten   years. 

STATE  HAIL  PREMIUMS  COLLECTED  AND  LOSS  CLAIMS  PAID 


Calendar 

Premiums 

Loss  Claims 

Total  Losses 

Year 

Collected 
$1,987,230 

Filed 

743 

Paid 

1981 

$1,978,486 

1980 

1,209,283 

439 

1,590,523 

1979 

1  ,189,606 

245 

431,771 

1978 

1,5A1,597 

912 

1,626,810 

1977 

949,486 

299 

335,896 

1976 

1,229,993 

831 

1,116,849 

1975 

1,408,277 

938 

1,274,333 

1974 

1,310,919 

578 

804,895 

1973 

1 ,042,882 

182 

142,574 

1972 

908,297 

471 

380,439 

Source:       Board    of    Hail    lusuraiirc 

1 1  lustration   5 
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The  adjustment  of  a  hail  loss  is  a  judgmental  process  based 
on  common  industry  procedures  to  review  crops  damaged  by  disease, 
wind  and  hail,  and  determine  the  percentage  of  damage  attributable 
to  hail.  Each  adjuster  selects  sample  sites  in  each  field  that  the 
farmer  claims  has  been  hail  damaged.  These  sample  sites  must  be 
representative  of  the  conditions  in  that  field.  The  adjuster  selects 
a  sample  of  50  or  100  planls  at  each  site.  The  adjuster  picks  out 
the  plants  damaged  by  hail,  giving  each  damaged  plant  two  percent- 
age points  if  the  initial  sample  had  50  plants,  or  one  percent  if 
there  was  a  sample  of  100  plants.  The  adjuster  also  determines 
head  or  kernel  damage  on  the  sample  and  totals  the  percentage 
points  of  damage  for  the  sample.  The  total  percentage  of  crop 
damage  for  a  given  field  is  determined  by  averaging  the  percentage 
of  damage  at  each  site  in  the  field.  This  total  loss  percentage  of 
damage  is  multiplied  by  the  level  of  coverage  per  acre  to  determine 
the  loss  payment  per  acre.  The  per  acre  payment  amount  is  then 
multiplied  by  the  number  of  insured/damaged  acres  to  determine 
the  total   loss  payment. 

The  period  in  the  growing  cycle  of  a  crop  during  which  hail 
damage  occurs  is  critical  to  the  assessment  of  damage.  Crops 
become  progressively  more  fragile  as  the  growing  season  nears 
completion.  Hail  damage  during  the  early  growing  season  is  gen- 
erally not  as  harmful  because  the  plants  may  recover.  The 
adjusters  will  normally  defer  making  an  adjustment  on  hail  damage 
to  younger  crops  until  close  to  harvest  time. 

In  many  cases,  a  farmer  may  have  hail  coverage  supplied  by 
both  the  state  and  a  commercial  insurance  company.  If  so,  the 
insurance    carrier    supplying    the    majority    of    coverage    will    usually 
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handle  the  adjustment  with  the  other  insurer  accepting   that  estimate 
of   damage.      This   cooperative   effort   prevents  unnecessary  duplica- 
tion. 

In  case  the  farmer  that  sustained  a  hail  loss  is  dissatisfied 
with  and  refuses  to  accept  the  adjustment  made  by  the  first  state 
adjuster,  the  board  usually  orders  a  second  adjustment.  In  some 
cases,  the  farmer  will  initially  accept  an  adjustment,  but  later 
appeal  to  the  board  for  another  adjustment.  If  the  adjuster  who 
makes  the  second  appraisal  fails  to  secure  an  agreement,  the 
claimant  may,  at  his  option,  submit  the  matter  to  the  board  for 
arbitration  or  sue  the  board  in  the  district  court  of  the  county 
where  the  loss  occurred.  According  to  the  hail  unit  administrative 
officer,  there  have  been  only  four  appeals  and  no  arbitrations  or 
suits  within  the  past  ten   years. 
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CHAPTER    III 
OTHER   SOURCES  OF    HAIL    INSURANCE 

Two  other   sources   of  crop  hail   insurance  in  Montana  are  com- 
mercial   insurers   and  the  federal   government.      These  coverages  are 
available  throughout  the  state,    with   both  the  commercial  and  federal 
insurance  plans  available  from  commercial   insurance  agents. 
COMMERCIAL    HAIL    INSURANCE 

There  are  approximately  22  commercial  insurance  carriers  that 
provide  hail  insurance  similar  to  that  provided  by  the  state  hail 
insurance  program.  Commercial  rales  are  based  on  the  loss  experi- 
ence on  a  township  basis  within  each  county.  Twenty-one  com- 
mercial hail  insurance  companies  use  standardized  rates  provided 
by  the  Crop  Hail  Insurance  Actuarial  Association  (CHIAA).  A 
CHIAA  spokesman  indicated  that  their  rate-making  process  includes 
multiple  factors.  They  set  rates  on  the  basis  of  losses  back  to 
1948.  They  divided  this  figure  by  the  amount  of  liability  or 
insurance  written  by  the  member  companies.  This  gives  a  "pure" 
loss  ratio  to  which  are  added  the  expenses  of  operating  a  hail 
insurance  program.  Each  type  of  expense  is  assigned  a  percentage 
value  with  total  expenses  usually  amounting  to  30  to  40  percent  of 
the  total  rate.  CHIAA  also  takes  into  consideration  geographical 
factors  such  as  surrounding  townships  and  regional  hail  areas.  A 
final  consideration  is  the  amount  of  liability  written  in  a  given 
township.  Commercial  insurance  companies  also  have  to  pay  a 
premium  tax  which  ranges  from  .75  to  2.75  percent  of  hail  insurance 
premiums  collected. 
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A    major   difference    between   the  state  and   commercial   programs 
is    that    by    law    the    state    cannot    insure    for   more  than   $24  per  acre 
on  non-irrigated  crops  and  $48  per  acre  on   irrigated  crops,    whereas 
the    commercial    companies    are    not    limited    to    a    maximum    insurable 
amount.      Standard   commercial    insurance   generally    includes   protec- 
tion   for    crops    against    fire,    as    well    as    hail,    and    also   covers   the 
grain  while  being  moved   from  the  field  to  the  first  place  of  storage. 
Commercial    companies    also   provide   for   several    types   of   deductible 
coverage   at    reduced    cost.      Many  producers  in  Montana  utilize  both 
the  state  hail   insurance  program  and  commercial   crop  hail   insurance 
so    that    crops    are    fully    insured.       During    calendar    year    1981,    21 
commercial    companies    collected    premiums    totalling    $18,139,000    and 
paid  out  $12,218,000  for  hail   losses. 
FEDERAL   CROP    INSURANCE 

Federal  Crop  Insurance  (FCI)  is  an  all  risk  insurance  program 
that  covers  all  kinds  of  crop  damage  including  hail.  The  payment 
for  loss  under  this  program  is  determined  by  decreases  in  estimated 
yield  rather  than  by  the  percentage  of  crop  destroyed.  The 
farmer  can  insure  that  his  crop  will  obtain  a  certain  production 
level  of  so  many  bushels  per  acre.  If  his  crop  does  not  reach  this 
level,  the  FCI  will  make  loss  payments  for  the  difference.  Federal 
authorities  stated  that  they  insure  in  Montana  up  to  a  liability  of 
about  $130  million  on  approximately  2.25  million  acres  with  about 
90  percent  of  the  insurance  on  wheat. 
OTHER   STATES 

Montana  is  presently  the  only  state  providing  a  state  hail 
insurance  program.  North  Dakota  was  the  last  other  state  to  pro- 
vide   state    hail     insurance.       The    North     Dakota    program    operated 
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from    1920   through    1967   and   was   similar   to   that  of  Montana  in  that 
premiums     were  paid  at  the  same  time  as  property  taxes.      According 
to    North    Dakota    officials,    the    program    was   terminated    because   it 
did  not  have  adequate  reserves  to  cover  losses. 
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CHAPTER  IV 
AREAS  FOR  LEGISLATIVE  CONSIDERATION 
In  previous  reviews  of  boards  in  Montana,  the  design  and 
effectiveness  of  certain  aspects  of  board  operations  have  warranted 
legislative  consideration.  The  intent  of  the  following  sections  is  to 
briefly  discuss  these  aspects  as  they  apply  to  the  Board  of  Hail 
Insurance.      The  areas  for  consideration  are: 

1.  Need  for  state  hail   insurance 

2.  Effect  of  board   termination 

3.  Rate  determination 

4.  Adequacy  of  coverage 

5.  Loss   reporting  deadline 

6.  Hail   loss  payments 

7.  Policy  effective  dates  and   related   controls 

8.  State  hail   insurance  information 

9.  Hail   unit  staffing 

10.  Adjuster  selection 

11.  Adjuster  status  and  compensation 

12.  Adjuster  location 

13.  Adjuster  procedures  manual 

14.  Board    member   nomination,    appointment,    and    confirmation 
NEED    FOR    STATE    HAIL    INSURANCE 

Changed   Conditions 

The  board  was  created  in  1917  because  commercial  insurance 
companies  would  not  provide  hail  insurance  in  certain  counties  and 
commercial  rates  were  excessive  in  other  counties.  Since  that 
time,     conditions    have    changed.      Our    review    has    shown    that    the 
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necessity  for  the  state  hail  insurance  program  is  not  as  great  as 
when  it  was  created.  During  the  past  ten  years,  an  average  of 
2,550  Montana  farmers  per  year  have  applied  for  state  hail  insur- 
ance coverage.  This  is  11  percent  of  the  approximately  23,000 
farms   in  operation  during  the  same  period. 

Commercial  hail  insurance  is  now  available  in  all  counties. 
Commercial  rates  are  generally  not  excessively  higher  than  state 
hail  insurance  rates  and  are  actually  lower  in  17  counties.  Farmers 
in  these  17  counties  carried  202  of  the  2,002  state  policies  issued 
in  1981.  In  addition,  crop  production  costs  for  both  irrigated  and 
non-irrigated  lands  are  significantly  higher  than  maximum  allowable 
state  coverage.  As  a  result,  farmers  are  obtaining  additional 
commercial  hail  or  federal  crop  insurance  to  cover  the  difference. 
(The  adequacy  of  coverage  is  discussed  further  on  page  23.) 
Effect  of  Program  Termination 

Board  members,  most  farm  organizations,  and  most  farmers 
contacted  during  our  review  favor  continuation  of  the  state  hail 
insurance  program.  They  believe  the  program  is  necessary  to 
provide  lower  cost  hail  insurance  to  Montana  farmers  and  also  to 
provide  competition  for  commercial   hail   insurance. 

Commercial  insurance  companies  believe  that  the  state  hail 
insurance  program  is  unnecessary  and  provides  unfair  competition 
to  private  industry. 

Termination  of  the  state  hail  insurance  program  would  most 
affect  the  farmers  in  the  39  counties  where  present  commercial  hail 
insurance  rates  are  higher  than  state  hail  insurance  rates.  Com- 
mercial   and    federal    crop    insurance    would    still    be    available,    but 
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these  farmers  would  have  to  pay  higher  hail  insurance  premiums 
with  increases  averaging  approximately  $1.42  per  acre  (from  a 
minimum  increase  of  $.10  per  acre  to  a  maximum  increase  of  $5  per 
acre).  These  increases  could  place  a  financial  burden  on  the 
affected   farmers. 

Board  members  and  agricultural  interests  believe  that  com- 
mercial hail  insurance  rates  would  increase  significantly  as  a  result 
of  terminating  the  state  hail  insurance  program.  We  could  not  find 
significant  support  for  this  theory.  Commercial  hail  rates  in 
surrounding  states  with  no  state  hail  insurance  programs  do  not 
vary  significantly  from  the  commercial  rates  in  Montana.  As  previ- 
ously mentioned,  the  Crop  Hail  Insurance  Actuarial  Association 
(CHIAA)  provides  standardized  rates  used  by  most  commercial  hail 
insurance  companies  in  Montana.  The  foregoing  tends  to  illustrate 
that  commercial  hail  insurance  rates  would  not  necessarily  increase 
from  present  levels  as  a  result  of  the  termination  of  the  state  hail 
insurance  program. 

Another  factor  to  be  considered,  if  the  program  is  terminated, 
is  the  effect  on  the  state  hail  insurance  reserve  which  consisted  of 
approximately  $3.7  million  as  of  June  30,  1981.  According  to  the 
Sunset  Law,  the  money  remaining  less  necessary  expenses  to 
terminate  board  functions  is  to  be  deposited  in  the  state  General 
Fund. 

There  would  be  effects  on  counties  and  state  government  from 
terminating  the  state  hail  insurance  program.  The  county  assessor 
and  county  treasurer  offices  would  no  longer  have  to  provide 
assistance     in     issuing     insurance    policies    and    collecting    premiums, 
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but  these  counties  would  no  longer  receive  the  1  percent  of  premiums 
collected  as  reimbursement  for  collecting  premiums  (approximately 
$20,000  statewide  for  calendar  year  1981).  The  State  Treasurer's 
Office  would  no  longer  process  county  collections  of  the  state  hail 
insurance  premiums  and  the  Statewide  Budgeting  and  Accounting 
System  (SBAS)  would  not  process  related  transactions.  The  state 
General  Fund  would  no  longer  receive  the  2  percent  of  total  premiums 
collected  ($40,000  for  calendar  year  1981).  Over  its  64  year 
history,  the  board  has  paid  $314,874  to  counties  and  $629,735  to 
the  state  General    Fund. 

In  light  of  changed  conditions  in  the  crop  insurance  area,  it 
is  necessary  for  the  Legislature  to  determine  if  the  state  should 
continue  to  provide  hail  insurance.  If  the  program  should  be 
allowed  to  terminate,  hail  insurance  services  would  be  vested 
exclusively  in  the  private  sector. 
EFFECT   OF    BOARD   TERMINATION 

The  board's  main  functions  are  to  oversee  the  operation  of 
the  Hail  Insurance  Unit,  to  determine  the  premiums  to  be  charged 
for  state  hail  insurance  coverage,  and  to  act  as  the  farmers' 
advocate.  If  the  board  were  terminated,  the  hail  unit  could  be 
placed  under  the  direct  supervision  of  the  Department  of  Agricul- 
ture and  could  continue  to  provide  adequate  services.  Termination 
of  the  board  would  save  approximately  $1,100  annually  in  board 
per  diem  and  travel   expenses. 

The  board  members  and  farm  organizations  believe  the  most 
significant  effect  of  terminating  the  board  would  be  the  loss  of 
farmer    input    and    representation    the    board    provides    for    Montana 
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farmers    in    the    areas    of    rate    making    and    arbitration    of    hail    loss 

claims. 

RATE    DETERMINATION 

Our  review  of  various  county  state  hail  insurance  rates  has 
shown  that  the  present  rate  setting  process,  described  on  page  6, 
does  not  always  provide  equitable  rates  as  shown  by  the  following 
illustration. 
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HISTORICAI.  LOSS  RATIOS  VS.  STATE  HAIL  PRKMIUM  KATES 
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0 
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.„,   ,      ^  .     loss  payments 
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N/li  -  no  basis  for  a  loss  ratio 
Source:   Board  of  Hail  Insurance 

1  1  lustrat  lull  6 
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Illustration  6  shows  examples  of  several  problems.  The  first 
problem  relates  to  section  80-2-221,  MCA,  which  limits  state  hail 
insurance  premiums  to  between  5  percent  and  10  percent  of  cover- 
age provided.  In  those  counties  on  the  schedule  with  a  loss  ratio 
greater  than  100  percent  the  board,  on  the  average,  has  paid  out 
more  in  loss  payments  than  was  collected  in  premiums.  As  a  result 
of  the  rate  restrictions,  some  insured  farmers  in  counties  with 
lower  loss  ratios  are  subsidizing  the  insurance  coverage  for  other 
farmers  in  the  counties  with  highest  hail  damage  losses.  Since 
rates  should  be  based  on  loss  experience,  the  need  for  statutory 
limitations  should  be  reviewed  and  consideration  given  to  allowing 
rates  to  be  set  by  the  board  without  minimum  or  maximum  restric- 
tions. The  proposed  rate  changes  shown  are  the  first  proposed 
changes  since  1975,  except  for  the  removal  of  the  surcharge  on 
rye  and  barley  in  1979.  If  rate  adjustments  were  made  more 
frequently,    the   rates   would    better    represent   the  actual   loss   ratio. 

A  second  problem  is  the  fact  that  the  board's  rate  setting 
method  is  not  consistent.  The  rates  for  each  county  should  be 
generally  based  on  the  loss  ratios  for  that  county.  The  highest 
loss  ratio  counties  should  have  the  highest  rates  decreasing  grad- 
ually to  a  5  percent  rate  for  the  lower  loss  ratio  counties.  Illus- 
tration 6  shows  that  the  state  hail  rates  do  not  necessarily  follow 
this  pattern.  For  example,  although  Roosevelt,  Sheridan  and 
Carbon  counties  had  a  significantly  lower  loss  ratio  at  the  end  of 
the  1980  hail  season  than  Park,  Meagher  or  Choteau  counties,  the 
board    established    the    same    or    higher    1981    premium    rates    in    the 
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first  three  counties.  Another  example  is  the  1981  rate  of  10  per- 
cent for  Valley  county  which  had  a  lower  loss  ratio  than  some 
counties  with  a  5  percent  rate.  The  proposed  rates  for  1982  show 
similar  inconsistencies. 

A  third  problem  is  the  fad  that  board  administrative  expenses 
are  not  considered  in  the  ratemaking  process.  Since  these  expenses 
are  paid  from  the  hail  reserve  funds,  it  is  important  that  their 
effect  be  considered  in  the  establishment  of  rates.  Commercial  hail 
insurance  firms  include  the  following  factors  in  their  ratemaking 
formula:  loss  adjusting  expense,  administrative  expenses,  commis- 
sion for  insurance  agents,    and   profit. 

The    board    should    review    its    rate   setting    process   to   provide 
more   consistent   and  equitable   rates  so  that  farmers  have  to  pay  no 
more  than  their  fair  share  of  program  costs. 
ADEQUACY   OF   COVERAGE 

The  most  common  concern  among  farmers  and  farm  organiza- 
tions regarding  state  hail  insurance  is  that  the  maximum  state 
coverages  are  not  adequate  to  cover  the  costs  of  production.  The 
present  statutory  maximum  insurable  value  for  state  hail  insurance 
is    $24    per    acre    for    dryland    crops    and    $48    for    irrigated    crops. 

We  used  information  provided  by  the  Montana  Cooperative 
Extension  Service  to  estimate  crop  production  costs  in  Montana. 
The  first  table  is  a  summary  of  average  variable  expenses  plus 
fallow  costs  in  producing  dryland  crops.  These  variable  expenses 
or  out-of-pocket  operating  costs  include  such  things  as  seed, 
fertilizer,  repairs,  fuel,  oil,  and  labor,  but  do  not  include  fixed 
costs  related  to  machinery,  land,  and  improvements.  The  second 
table   is   a  summary  of  variable  costs  for  producing   irrigated  crops. 
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VARIABLE  PLUS  FALLOW  DRYLAND  PRODUCTION  COSTS  PER  ACRE 


Calendar  Years  1979' 

-80 

COUNTY 

CROPS 

Winter  Wheat 

Spring  Wheat 

Barley 

Big  Horn 

$54 

N/A 

$43 

Blaine 

47 

$46 

44 

Cascade 

56 

N/A 

N/A 

Custer  &  Powder 

River 

70 

N/A 

69 

Fallon  &  Carter 

53 

55 

57 

Fergus 

78 

N/A 

66 

Flathead 

93 

89 

N/A 

Musselshell  &  Golden 

Valley      83 

N/A 

56 

Garfield 

75 

82 

82 

Hill 

32 

N/A 

29 

Judith  Basin 

55 

N/A 

49 

Liberty 

58 

62 

48 

Phillips 

51 

54 

51 

Pondera 

59 

56 

N/A 

Prairie 

75 

70 

66 

Richland  &  Dawson 

51 

51 

50 

Sheridan  &  Daniels 

N/A 

47 

N/A 

Toole 

N/A 

23 

23 

Roosevelt 

45 

41 

41 

Rosebud  &  Treasure 

48 

N/A 

49 

Teton 

56 

N/A 

55 

Valley 

46 

41 

N/A 

Wibaux 

85 

85 

N/A 

Average  Costs  $60  $57  $52 


Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from 

information  provided  by  the  Montana  Cooperative  Extension 
Service. 


Illustration  7 
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VARIABLE  IRRIGATED  LAND  PRODUCTION  COSTS  PER  ACRE 
Calendar  Years  1979-80 
COUNTY  OR  AREA  CROPS 


Winter  Wheat 

Spi 

ring  Wheat 

Barley 

Bitteroot  Valley 

N/A 

N/A 

$  76 

Deer  Lodge  Valley 

N/A 

$121 

118 

Flathead  County 

N/A 

N/A 

126 

Lake  County 

$136 

131 

124 

Missoula  County 

108 

107 

104 

South  Central  Montana 

N/A 

114 

100 

Average  Costs  $122  $118  $108 

Source:   Compiled  by  the  Office  of  the  Legislative  Auditor  from 

information  provided  by  the  Montana  Cooperative  Extension 
Service. 

Illustration  8 


The  tables  show  that  the  production  costs,  on  the  average, 
are  significantly  higher  than  maximum  allowable  state  coverages. 
As  a  result,  farmers  cannot  satisfactorily  safeguard  themselves 
against  hail  loss  without  additional  commercial  hail  or  federal  crop 
insurance.  Commercial  insurance  companies  have  the  ability  to 
provide  expanded  coverage  to  those  individuals  who  desire  such 
protection. 

The  state  hail  program  was  created  to  provide  an  inexpensive 
alternative  to  commerical  insurance  companies  which  would  allow  a 
farmer  to  recover  some  of  his  losses  if  he  sustained  hail  damage. 
At  the  present  time  it  is  not  an  alternative,  but  a  supplement  to 
commercial  insurance.  Although  the  present  state  rates  are  gener- 
ally less  expensive  than  the  commercial  insurance  rates,  the  state 
provides  only  minimal   loss  coverage. 

If  the  legislative  intent  of  the  state  hail  insurance  program  is 
to    provide    the    farmer   with   adequate   coverage,    then   consideration 
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should    be   given    to    increasing   the  coverage.      However,   to  increase 
the    coverage    of    the    state    hail    program    to    a    level    where   it   more 
directly  competes  with  commercial   companies  might  be  considered  an 
unnecessary    intrusion    into   the   private   sector.      If   the    intent    is  to 
provide  a  portion  of  the  necessary  coverage,    then   it  may  be  appro- 
priate  for   the   board    to   seek    legislative   changes   which  would  allow 
the  maximum   insurable  amount  to  be  increased   so  as  not  to  endanger 
either   the   funds    in    the    reserve   or    the   private   enterprise   system, 
and   provide  a  more   reasonable  minimum  coverage. 
LOSS    REPORTING    DEADLINE 

When  crops  insured  by  stale  hail  insurance  suffer  hail  damage, 
the  farmer  is  required  by  board  rule  to  report  that  loss  to  the  hail 
unit  in  written  form  within  three  days  after  the  storm.  If  the 
notice  of  loss  is  not  received  within  the  three-day  limit,  the  board 
can  charge  the  claimant  for  the  cost  of  the  adjustment.  At  present, 
the  board  is  not  enforcing  the  three-day  limit  and  does  not  charge 
for  the  cost  of  such  adjustments  because  the  board  members  and 
hail  unit  administrative  officer  consider  the  rule  impractical  due  to 
the  unpredictable  nature  of  hail  storms  and  the  amount  of  land 
owned  by  most  farmers.  They  believe  that,  in  some  cases,  a 
farmer  cannot  get  to  the  damaged  crop  because  of  inclement  condi- 
tions   or  does   not  discover  he  has   suffered   a   loss   for  several   days. 

The  hail  unit  administrative  officer  believes  the  three-day 
limit  should  be  increased  to  two  weeks  and  then  strictly  enforced. 
The  board  should  consider  changing  its  administrative  rules  to 
increase  the  limit. 
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HAIL    LOSS   PAYMENTS 

Section  80-2-244,  MCA,  and  the  board's  administrative  rules 
mandate  that  all  payments  for  losses  be  paid  in  two  parts,  half 
within  the  first  40  days  after  Ihe  loss  and  the  balance  mailed  to 
the  insured  after  the  close  of  Ihe  hail  season.  This  requirement 
was  created  to  protect  the  hail  insurance  fund  from  being  completely 
depleted   by  early   season   hail   losses. 

The  board  presently  makes  lump  sum  full  payments  to  the 
insured,  contrary  to  statutory  requirements.  The  payments  are 
usually  made  within  40  days  after  the  loss  has  been  adjusted.  The 
board  believes  one  payment  is  now  possible  because  a  sufficient 
reserve  has  been  established  to  fully  cover  all  losses  which  might 
be  sustained  in  one  year.  The  board  should  follow  statutory  and 
administrative  requirements  or  seek  legislative  and  administrative 
changes  that  will  allow  lump  sum  loss  payments. 
POLICY    EFFECTIVE   DATES   AND    RELATED   CONTROLS 

As  with  other  insurance  claims,  there  is  a  possibility  of 
questionable  claims  for  hail  loss.  Insurance  policies  become  effec- 
tive at  noon  of  the  day  after  the  state  hail  insurance  application  is 
completed  and  signed  by  the  insured  and  dated  by  the  county 
assessor.  It  would  be  possible  to  apply  for  a  policy  after  hail 
damage  has  occurred  and  Ihen  report  the  hail  damage  as  occurring 
several   days   later. 

As  part  of  our  review,  we  compared  loss  dates  for  calendar 
years  1980  and  1981  with  effective  dates  of  coverage.  We  found  19 
loss  claims  totalling  $43,995  in  1980  and  7  in  1981  totalling  $6,666, 
which    fell    within   two   days   of  the   application   date.      The   hail    unit 
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administrative  officer  said  that  the  adjusters  should  check  with  the 
reporting  farmer's  surrounding  neighbors  as  to  when  the  hail 
storm  occurred  and  check  with  the  national  weather  service  to  see 
if  they  have  had  reports  of  hail  in  that  particular  area.  On  none 
of  these  claims  was  there  documentation  that  any  such  follow-up 
procedures  were  followed. 

The    board     should     establish     formal     procedures    that    require 
adjusters    to    follow    up    on    all    claims    which    fall    within    several    days 
of    the    application     for    coverage.       The    adjusters     should     also    be 
required   to  document  their   procedures  and  findings. 
STATE   HAIL    INSURANCE    INFORMATION 

Section  80-2-201,  MCA,  requires  that  the  board  provide  a 
special  form  outlining  the  purposes,  scope,  and  benefits  of  the  hail 
program  to  county  assessors  who  will  distribute  the  forms  to  all 
farmers  within  the  respective  counties.  At  the  present  time,  the 
board  does  not  provide  this  form  to  the  county  assessors,  thus, 
farmers  within  the  counties  are  not  receiving  adequate  information 
about  the  state  hail  insurance  program.  The  effect  of  noncompli- 
ance with  this  law  could  be  a  factor  in  explaining  why  there  are 
not  more  than  10  percent  of  the  state's  farmers  participating  in  the 
state  hail  insurance  program.  Interviews  with  various  farm  organi- 
zation officers  confirmed  that  some  Montana  farmers  are  not  aware 
of  the  state  program. 

According  to  the  hail  unit  administrative  officer,  past  attempts 
to  comply  with  this  law  have  resulted  in  misunderstandings. 
Farmers  believed  the  forms  were  hail  insurance  applications  rather 
than   merely   information. 
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The  board  should  design  a  brochure,  which  clearly  describes 
the  purposes,  scope,  and  benefits  of  the  state  hail  program,  to  be 
sent  out  with  property  tax  assessment  notices  in  June  or  July  of 
each  year.  If  such  a  brochure  is  not  feasible,  the  board  could 
more  actively  promote  the  program  through  means  such  as  adver- 
tising in  the  various  Montana  agricultural  publications  and,  if 
necessary,  seek  a  legislative  amendment  deleting  the  present 
requirement  for  a  form  concerning  purposes,  scope,  and  benefits 
of  the  program.  i 

HAIL    UNIT    STAFFING 

There  is  presently  a  conflict  between  two  state  statutes 
regarding  who  has  authority  to  hire  the  Hail  Insurance  Unit  per- 
sonnel. Section  2-15-121,  MCA,  says  that  the  department  should 
provide  staff  for  the  board,  while  section  80-2-242,  MCA,  states 
that  the  board   should   appoint  adjusters. 

Presently,  the  hail  unit  administrative  officer  is  appointed  by 
the  department  director.  The  administrative  officer  has  been 
delegated  the  authority  for  selecting  unit  personnel.  The  board 
should  seek  legislative  clarification  of  the  hiring  responsibility  for 
Hail  Insurance  Unit  personnel. 
ADJUSTER    SELECTION 

At  the  present  time,  the  selection  of  adjusters  for  the  state 
hail  insurance  program  is  based  on  availability  of  jobs  and  on  an 
individual's  qualifications.  Section  80-2-242,  MCA,  requires  that 
state  hail  insurance  adjusters  shall  be  active  in  farming  or  have 
had  practical  experience  in  farming,  and  shall  be  selected  from 
names     submitted     by    farm    organizations.       If    recommendations    are 
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not   made   by    the   organizations,    the  board   can   select  adjusters  who 
are  either  farmers  or  who  have  had  farming  experience. 

The  board  does  not  solicit  recommendations  from  farm  organi- 
zations concerning  possible  adjusters  because  board  members  and 
the  hail  unit  administrative  officer  believe  such  a  requirement  is 
not  necessary  or  relevant  to  the  selection  of  adjusters.  The  board 
should  either  comply  with  this  requirement  or  seek  legislation  to 
repeal  the  requirement  that  adjusters  be  selected  from  farm  organi- 
zation recommendations. 
ADJUSTER   STATUS   AND   COMPENSATION 

The  Legislative  Auditor's  Office  previously  reviewed  the 
status  of  state  hail  adjusters  as  part  of  a  financial/compliance  audit 
of  the  Department  of  Agriculture  for  the  fiscal  year  ending  June  30, 
1981.  We  found  that  the  board  was  not  treating  these  adjusters 
consistently  and  recommended  that  the  employment  status  of  the 
adjusters  should  be  clarified,  and  that  they  be  compensated  accord- 
ingly. 

The  board  is  still  not  treating  the  adjusters  consistently  or  in 
accordance  with  state  statutes  and  rules.  Presently,  all  state  hail 
adjusters,  except  one,  are  classified  by  the  board  as  permanent 
seasonal  state  employees  who  are  eligible  for  all  employee  benefits, 
including  sick  leave  and  vacation  during  the  periods  that  they 
work.  The  other  adjuster  is  classified  as  an  independent  contractor 
with  a  written  contract.  All  adjusters  are  paid  through  the  state 
payroll  system  for  13  weeks  of  40  hours  each,  except  for  the  chief 
adjuster,  who  is  paid  for  15  weeks.  There  is  presently  no  consid- 
eration  for  any  overtime  hours. 
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The  board  is  not  presently  in  compliance  with  section  2-18-405, 
MCA,  which  requires  that  state  employees  be  paid  based  on  actual 
hours  worked.  Under  present  payroll  procedures,  the  adjusters 
each  submit  a  biweekly  time  summary  for  40  hours  per  week, 
regardless  of  their  actual  hours  worked.  Discussion  with  the  hail 
unit  administrative  officer  and  various  adjusters  have  shown  that 
adjuster  hours  worked  during  a  given  week  can  vary  from  0  to 
more  than  40  hours  per  week.  The  Montana  Department  of  Labor 
and  Industry  also  has  classified  the  state  hail  adjusters  as  non- 
exempt  for  overtime  purposes,  so  they  should  also  receive  overtime 
pay  for  hours   worked   in  excess  of  40   in   a  week. 

Under  present  procedures,  the  state  hail  adjusters'  pay  is  not 
directly  related  to  their  hours  worked  or  adjustments  completed. 
Although  there  are  no  time  summaries  showing  actual  hours  worked, 
the  number  of  adjustments  performed  by  each  adjuster  during  the 
1980  calendar  year  (excluding  the  chief  adjuster)  ranged  from  a 
low  of  7  to  a  high  of  49  adjustments.  During  the  1981  calendar 
year,  the  number  of  adjustments  ranged  from  a  low  of  36  to  a  high 
of  78  adjustments.  In  spite  of  the  significant  variances  in  the 
number  of  adjustments  completed,  all  of  the  adjusters  were  paid 
for  the  full  13  weeks.  Some  of  these  adjustments  were  also  origi- 
nally done  by  commercial  adjusters,  with  the  state  adjusters  only 
having  to  collect  the  commercial  adjustment  forms  and  transfer  the 
adjustment  information   to  the  state  adjustment  forms. 

The    board    should    either:       1)    pay    the    adjusters    based    on 
actual    hours   worked,    including   overtime   or   seek   an   exemption   for 
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its  employees  under  the  Montana  Minimum  Wage  and  Overtime 
Compensation  Act  for  overtime  purposes;  2)  consider  designating 
all  adjusters  as  independent  contractors  with  individual  written 
contracts.  The  commercial  hail  insurance  firms  already  treat  their 
hail  adjusters  as  independent  contracLors.  These  companies  gen- 
erally have  a  contract  with  their  adjusters  that  guarantees  each 
adjuster  at  least  30  to  45  days  of  work  annually  at  a  given  daily 
rate  plus  expenses.  By  working  with  the  Montana  Department  of 
Labor  and  Industry,  the  board  could  ensure  that  it  is,  in  fact, 
meeting  the  requirements  for  independent  contractor  status  of  its 
adjusters. 
ADJUSTER    LOCATION 

In  order  for  the  board  to  provide  timely  and  efficient  adjust- 
ment of  hail  losses,  it  is  importatit  that  the  state  hail  adjusters  be 
located  in  areas  with  a  history  of  significant  hail  loss.  Illustra- 
tion 9  is  a  map  comparing  the  location  of  adjusters  in  relation  to 
the  counties  most   likely  to  receive  hail   damage. 
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This  map  indicates  that  the  hail  adjusters  are  not  located  on 
the  basis  of  high  loss  areas  requiring  the  most  hail  adjustments. 
Of  major  concern  is  the  fact  that  three  adjusters  work  out  of 
Helena  even  though  Lewis  and  Clark  County  is  not  significant  in 
amount  of  hail  coverage  or  losses.  Because  of  these  adjusters' 
distance  from  areas  of  significant  coverage  and  loss,  the  board  is 
paying  for  excessive  travel  and  related  expenses,  as  well  as  possibly 
delaying  adjustments. 

The  board   should    reexamine  the  distribution   of  the   hail   adjusters 
to    minimize   the    amount  of  travel   expense  and   increase  timeliness  of 
adjustments. 
ADJUSTER    PROCEDURES   MANUAL 

The  adjustment  of  agricultural  crops  that  have  suffered  hail 
damage  is  a  process  that  requires  the  adjuster  to  be  knowledgeable 
about  hail  damage,  various  plant  diseases,  and  wind  which  cause 
damage  similar  to  that  inflicted  by  hail.  The  adjuster  must  also  be 
familiar  with  different  types  of  adjustment  techniques  and  be  able 
to  answer  the  questions  of  the  policy   holder. 

The  two  procedures  manuals  utilized  by  the  state  hail  insur- 
ance adjusters  are  more  than  fifteen  years  old  and  contain  materials 
which  are  no  longer  relevant  to  the  adjustment  process.  Inter- 
views with  various  state  adjusters  revealed  that  some  do  not  carry 
the  procedures  manual  with  them  as  a  reference  in  case  they 
receive  a  question  which  they  cannot  answer.  The  hail  unit  admin- 
istrative officer  also  said  that  there  is  some  difficulty  with  the 
adjusters  sending  in  adjustment  forms  which  have  been  filled  out 
incorrectly. 
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The  board  should  develop  an  adjuster  procedures  manual 
which  contains  information  and  material  which  is  up-to-date  and 
can  be  used  as  a  reference.  The  manual  should  explain  the  neces- 
sary forms  and  how  they  should  be  filled  out,  and  also  contain 
sufficient  information  so  adjusters  can  answer  questions  as  to  what 
caused  the  crop  damage.  A  single  up-to-date  manual  would  also 
provide  for  consistency  among  the  various  adjusters'  procedures. 
Interviews  with  commercial  insurance  companies  have  indicated  that 
they  subscribe  to  the  National  Crop  Insurance  Association  for 
information  and  materials  upon  which  they  base  their  procedures 
manual.  The  board  should  consider  this  association  as  a  possible 
source  for  assistance  in  developing  a  new  manual.  The  board  has 
informed  us  that  the  chief  adjuster  has  already  begun  work  on  a 
new  manual. 

BOARD   MEMBER    NOMINATION,    APPOINTMENT, 
AND   CONFIRMATION 

Currently,  nominations  to  fill  vacant  positions  of  board  mem- 
bers are  to  be  made  by  the  Governor  from  names  submitted  by 
farmer  organizations  having  a  general  membership  throughout  the 
state.  This  procedure  may  exclude  a  qualified  farmer  from  the 
board  simply  because  he  is  not  a  member  of  a  farmer  organization. 
In  addition,  a  recent  Washington  state  supreme  court  decision  held 
that  such  a  statutory  provision  regarding  a  regulatory  board  is  an 
unconstitutional  delegation  of  governmental  authority  to  a  private 
organization. 

Gubernatorial  appointments  to  the  board  are  not  subject  to 
Senate  confirmation.  The  Senate  confirms  the  appointments  to  most 
of    the    state's    boards    and    commissions.       In    addition,    during    the 
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1977-79  biennium  sunset  reviews,  the  Legislative  Audit  Committee 
recommended  that  appointments  to  regulatory  boards  be  subject  to 
senate  confirmation.  Although  the  Board  of  Hail  Insurance  is  not 
a  regulatory  board,  senate  confirmation  could  be  included  in  the 
selection  process. 
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